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Policy Priorities

AMaking NC a Top 10 Educated State by 2025

AGrowing Middle Class Paychecks

ABuilding Healthier and Safer Communities

AProtecting and Growing Our Natural and Cultural Resources

A Exercising Fiscal Responsibility

Focusedn Identifying Common Ground Solutions
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Guiding Budget Principles Living Within Our Means
ANo new taxes or fee increases

ANo nonrecurring funds spent on recurring items

ANo borrowing from special funds

A Substantial transfers to reserves

ARecurring availability on the bottom line in FY 2Q18
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s ) STATE HIGHLIGHTS

FY 2017-18 FY 2018-19
1 Budget Availability
2 Unappropriated Balance from Prior Fiscal Year 108,607,042 -
3 Over Collection of Revenues FY 2016-17 (as of 2/9/17 Consensus Forecast) 552,600,000 -
4 Reversions (estimated) 271,000,000 -
5 Carryforward Reserve Reversion (estimated) 50,000,000 -
6 Transfers to Reserves:
7  Savings Reserve (312,721,303) -
8 Retiree Healthcare Reserve (OPEB Liability) (150,000,000) -
9 State Emergency Response & Disaster Relief Reserve (100,000,000) -
10 Repairs and Renovations Reserve (100,000,000) -
11 Beginning Unreserved Fund Balance 319,485,739 -
12
13 Base Revenue (as of 2/9/17 Consensus Forecast) 23,166,700,000 24,155,400,00C
14
15 Revenue Changes:
16 Child and Dependent Care Tax Credit - (52,500,000
17 Film & Entertainment Tax Incentive (annualized cost of $40 million) - (20,000,000
18 Direct Additional Funds to Golden LEAF Foundation (10,000,000) (20,000,000
19 Treasurer and Insurance Nontax Transfers 2,556,461 2,473,890
20
21 Total Budget Availability 23,478,742,200 24,075,373,89C
22
23
24 Recommended Appropriations
25 Base Budget 22,174,602,923 22,201,057,767
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FY 2017-18 FY 2018-19

27 Supporting NC's Human Capital

28 Teacher Pay Plan (best in Southeast in 3 years; national average in 5 years) 271,000,000 542,000,000
29 School Based Administrators (SBAS) - 6.5% average raise 20,000,000 20,000,000
30 Teacher Stipend for Supplies ($150) 14,033,461 14,033,461
31 State Agency Teachers 1,414,136 2,828,273
32 State-funded Employees (excluding Teachers and SBAS) - greater of 2% or $800 177,944,210 177,944,210
33 All Employees (excluding Teachers and SBAs) $500 Bonus 78,593,785 -
34 Step Increases (Clerks, Magistrates, Highway Patrol) 6,400,377 6,400,377
35 Correctional Officer Pay Plan 18,382,021 18,382,021
36 SBI & ALE Salary Adjustments (5% average) 1,500,000 1,500,000
37 Labor - Occupational Safety & Health Inspectors Salary Adjustments 300,000 300,000
38 Community Colleges Salary Restoration 10,000,000 10,000,000
39 Market Adjustments (all to minimum; 5+ years additional) 16,017,467 16,017,467
40 Salary Adjustment Fund 5,000,000 5,000,000
41 State Health Plan Premiums 80,241,125 160,482,242
42 TSERS and Judicial Retirement System Actuarial Requirements 9,138,392 68,876,074
43 State LEO's Full Retirement at 25 Years of Service 6,800,000 7,300,000
44 Retiree Cost of Living Adjustment - one-time 1.5% 66,764,409 -
45 Subtotal 783,529,383  1,051,064,125
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FY 2017-18 FY 2018-19
47 Growing North Carolina's Economy
48 Local Government Infrastructure & Assistance 86,340,000 2,340,000
49 University Research & Innovation 21,345,000 9,145,000
50 Business Recruitment & Development 48,250,000 4,000,000
51 State Infrastructure 48,322,770 71,290,832
52 Subtotal 204,257,770 86,775,832
53
54 Making NC a Top Ten Educated State by 2025
55 Public Schools 55,974,635 98,798,489
56 Community Colleges 38,396,083 39,037,583
57 UNC System 29,105,181 84,399,797
58 Subtotal 123,475,899 222,235,869
59
60 Helping People Live Healthy, Productive Lives 58,501,051 198,080,148
61
62 Keeping Communities Safe 37,722,221 51,999,446
63
64 Making NC a Welcoming State for its People and Businesses 37,667,436 23,391,758
65
66 Strengthening & Modernizing Core Government Services 58,985,517 14,723,769
67
68 Total Expansion ltems 1,304,139,277  1,648,270,947
69
70 Total Recommended Budget 23,478,742,200 23,849,328,714
71
72 Balance - 226,045,176
73
74 Percent Growth from Prior Year 5.1% 1.6%
75 Percent Growth in Recurring Expenditures from Prior Year 3.2% 1.5%

v
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General Fund Revenue Outlook

Currentyear overcollections estimated $652.6 million(February revised
consensus forecast)

A Better-than-expected growth in wages and business income

Theconsensus forecast, adjusted for two proposed revenue changes,
projects growth of:

A 2.2% for FY 20118
A 4.0% for FY 20189

Baselingevenue growth projected to exceed 5.0% each year of the
biennium

A Above the longterm average

A Below levels experienced during prior economic expansions
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Revenue Proposal 1: NC Child & Dependent Care Cre

Provide a credit equal to:

A 50% of federal child and dependent care credit for children under age 6
A 35% for other eligible dependents

Phase out credit for households with AGI between $150k and $200k

Proposed credit:

V Is simpler to administer than previous NC child and dependent care credit

V Provides a larger credit to families with younger children, who typically
have higher child care expenses and lower family incomes

V Uses credit phaseut for higherincome households to reduce the revenue
cost and target benefits to moderate and middieeome families

Estimated revenue impact é852.5M/year
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Revenue Proposal 1: NC Child & Dependent Care Cre
Hypothetical Taxpayer Examples

North Carolina Tax Liability

(Tax Change in Parentheses)

Current Restore Pre2014 Proposed NC

Family Description Law NC CDCTC CDCTC
Single parent with two children, ages 4 and 8, with $35,000 it  $955 $655 $580
earnings and8,000 in daycare expenses for younghiid (-$300) (-$375)
Single parent with one child, agewith $1,330 $1,030 $1,000
$40,000 in earnings and $8,000 in daycare expenses (-$300) (-$330)
Married couple with two children, ages 4 andagdth $110,000 $5,087 $4,647 $4,647
in earningsand $10,000in daycare expensdsr youngerchild (-$440) (-$440)
and $2,000 in afteschool care expensdasr older child

Married couple with two children, ages 7 and 9, with $80,000 $3,237 $2,887 $2,887
earningsand $5,000in after-school care expenses ftireir (-$350) (-$350)
children

10
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Revenue Proposal 2: Film & Entertainment Tax
Incentive Rebate

Provision

Production Tax Credit

(2011-2014 version)

Film & Entertainment Grant Program

Proposed Film & Entertainment Tax
Incentive

Effective

January 1, 2011

January 1, 2015

January 1, 2018

Per Project Cap

$20 million
(no cap for television series)

$9 million for television series
$5 million for feature films
$250,000 for commercials

$9 million for television series
$12 million for feature films
$250,000 for commercials

Incentive

25% of qualified spending

25% of qualified spending

25% of qualified spending

Qualified Labor

First $1 million per individual qualify

First $1 million per individual
qualify

First $1 million per individual qualify

Goods/ Services/ Compensati&n

Goods/ Services/ Compensation

Goods/ Services/ Compensati&n

Qualified Wages/ Insurance/ Fringes/ Per & Wages/ Fringes/ Per Diems/ Wages/ Fringes/ Per Diems/ Living
Expenses Diems/ Living Expenses & Stipends Living Expenses & Stipends Expenses & Stipends
Minimum $1 million (average) per TV episode $1 million (avg.) per TV episode
Spend $250,000 $5 million for feature films $5 million for feature films
P $250,000 for commercials $250,000 for commercials
Annual Cap No cap $30 million in FY 20167 No cap
FY 201112:-$24.3 million FY 201415:-$10 million Projected Impacts:
FY 201213:-$60.1 million FY 2018L6:-$30 million FY 2018.9: -$20 million

Fiscal Impact

FY 201314:-$43.0 million
FY 201415:-$59.5 million

FY 2016L7:-$30 million
FY 201718:-$15 million (proposed)

FY 20120 & later:-$40 million

11
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Rebuilding NorthCarolina After Disasters

ATiming is critical in developing a comprehensive estimate of
unmet needs and total state dollars needed

AA state request for additional federal disaster assistance is
being developed and will be submitted within the next month

ACAY It SadAYlrasa 2F GKS adl d
identification of FEMApproved projects and Congressional
action on a second federal assistance package

ARecommends $100 million to the Disaster Reserve and also
adds ovei$300 million to the Savings Reserve to ensure
adequate funds are available for critical disaster recovery

projects

12
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Rebuilding NorthCarolina After Disasters

Utilizes $15 million in unspent funds from FY 2QY¥6and the
$100 million allocated to the Disaster Reserve to meet
Immediate cash flow needs for FY 2ai&

A $65 million in state match funds for federal emergency assistance
programs

A $10 million to continue transitioning individuals from temporary to
more stable housing solutions

A $10 million for 50 counties that received major disaster
declarations to accelerate recovery planning and implementation
efforts

A $30 million for critical unmet needs that are not eligible for federal
funding for public assistance, soil and water, and damaged dam
projects

13
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Education Budget Overview

FY 2017-18

FY 2018-19
Base Budget Change Recommended

Base Budget Change Recommended

Public Instruction

Net Appropriation $8,739,220,986 $527,860,902 $9,267,081,888 $8,723,720,986 $863,280,117 $9,587,001,103
FTEs 1,138.4 2.0 1,140.4 1,138.4 2.0 1,140.4

Community Colleges

Net Appropriatior‘ $1,068,233,344 $ 94,754,132 $1,162,987,47ﬁ $1,068,233,344 $ 91,211,831 $1,159,445,175

FTEs 198.5 - 198.5 198.5 - 198.5
Universities

Net Appropriation $2,781,596,348 $132,172,394 $2,913,768,742 $2,821,602,607 $175,103,488 $2,996,706,095
FTEs 35,141.1 45.1 35,186.2 35,141.1 45.1 35,186.2

LY@dSaadyYSyida Ay SRdzOFGA2Yy OGONFYAYAY3I gAff
economy competitive, and make NC a Top Ten Educated State by 2025.

14
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Make NC a Top 10 Educated State by 2025
2 Ké A0Qa LYLERZNIFVYID

~

Al NAGAOLFE (02 b2NIK /FNRPEtAYIl Qa SC

A 95% of all jobs created during economic recovery required some
post-secondary education.

Overarching Goals

A Increase enrollment of 4 yeanlds in prekindergarten programs
from 22% to 55%.

A Improve high school graduation rate from 85.6% to 91%.

A Increase the percentage of adults (over 25) with an associates
degree or higher from 39% to 55%.

15
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Raising Teacher Pay

A Multi-year plan to invest $271M each year in teacher salaries

A More than a 5% average salary increase each year

A NC projected tdead Southeast in 3 yeamnd reach national average in 5
A Provides $150 annual supply stipend to classroom teachers

Governor Cooper's Plan to get NC to the National Average

$65,000 61541 $62,261
$58,743 $59,431 $60,126 360,829 »61, (17th)
$60,000
$59,780
s $55,000 §57,299 (22nd)
= $54,818 (23nd)
o $50,000 $52,328 (25th)
= $49,837 (30th)
& $45,000 (36th)
c
E $40,000
2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
== NC Under Governor Cooper's Plan —National Average (projected)

- Assumes 1.17% annual growth in NEA National Average Teacher Salary.

- Assumes 1.17% annual growth for each state's average teacher salary, based on 2015-16 estimated state salaries reported to NEA. All states
were re-ranked each year using projected figures.

- NC Average Teacher Salary assumes 2.68% annual growth in local supplement and accounts for attrition.

16
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K-12 Education

AProvides $20M to raise principal and assistant principal
salaries an average of 6.5%

Almproves student outcomedy investing $20M in flexible
funding for additional school staff (e.g. behavioral staff,
nurses, teacher assistants)

Alnvests $13M for new textbooks and digital resources

AProvides an additional $10M to transform lgyerforming
schools and improve studeathievement

17
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NC Community Colleges

A CreatedNC GROWGetting Ready for Opportunities in the
Workforce) Scholarship in 20418

AProvides financiassistance to students pursuisort-
term training that lead$o an industry credential

Alnvests $15M for workforce training programs and $3M to
seed new, higitost industry requested programs

Alncludes $7.5M for advising, mentoring, streamlined
curriculum, and other proven student supports

18



Common Ground Solutions

EDUCATION 4~ NORTH CAROLINA

University of North Carolina

ACreated\C Inventsa $10M program to help universities
identify technologies with commercial potential and attract

Investors

AProvides additional $2M for the UNC Research
Opportunities Initiative which funds innovative research
projects in science and technology

AProvides funding for NCSU to participate in two, innovative
manufacturing partnerships in the fields of food processing
and biopharmaceutical manufacturing

19
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University of North Carolina Continued

AEstablishes a $3M competitive grant to fund strategies that
raise UNC graduation rates

AFully-Funds NC Promise Tuition Plan offering $500 tuition
per semester for residents attending ECSU, UNCP, and WCL

ACreates\NC Best & Brighted®rogram in 20149
A Draws talented North Carolinians into teaching profession
A Offers $10k per year forgivable loans to pursue education degree

A Loan forgiven after 4 years of teaching in NC public school or 3
years teaching in a lowerforming or lowwealth school

20
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NC Education Lottery

Increase of 0.5% advertising generates additional $29M

Total additionahvailability:
A 201718 $62.5M
A 201819 $90.7M

Governor recommends investing additional lottery revenues to fund:
A NC Promise Tuition Plan ($11M Increase)
A NC GROW
A NC Best & Brightest
A Financial Assistance for Shdgrm Industry Credentials
A Increased Textbooks and Digital Learning Funding
A Additional SchoeBased Personnel to Improve Student Outcomes
A Advanced Teaching Roles and Student Outcomes Pilot

21
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HHS Budget Overview

FY 2017-18 FY 2018-19
Base Budget Change Recommended Base Budget Change Recommended
Health and Human Services
Net Appropriation $5,273,912,402 $ 73,095,546 $5,347,007,948 $5,273,936,338 $211,389,824 $5,485,326,162
FTEs 17,095.7 146.0 17,241.7 17,095.7 224.0 17,319.7

Protecting the most vulnerable and helping people live healthy, productive lives.

22
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HEALTH AND HUMAN SERVICES

Net Total Recommended Appropriations by DHHS Division

‘ FY 201718 FY 201819

Division Recommendec FTE Recommendec FTE
Central Administration $ 133,055,47. 884.7¢ $ 147,700,47 906.71
Aging Services $ 50,085,29! 76 $ 50,085,29! 76
Child Development $ 286,443,811 327 $ 292,643,81l 327
Public Health $ 153,598,49 1,955.2¢ $ 157,681,28: 1,997.2¢
Social Services $ 197,195,17. 428 $ 199,836,61 428
Medicaid $ 3,735,442,93 416.51 $ 3,860,291,36 416.5]
Health Choice $ 458,28( 2 $ 394,92¢ 2
Health Benefits $ 9,671,58:. 28 $ 9,671,58: 28
Deaf/Blind Services $ 8,333,45: 332.0¢ $ 8,333,45: 332.0¢
Mental Health $ 714,714,59 11,218.3( $ 696,291,91. 11,218.3
Health Services Regulation $ 18,606,70: 583.t $ 22,975,87! 597.5
\VVocational Rehabilitation $ 39,402,15: 990.2t $ 39,419,56 990.2"
TOTAL DHHS $ 5,347,007,94 17,241.6¢ $ 5,485,326,16 17,319.6¢

23
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HEALTH AND HUMAN SERVICES /-»NORTH CAROLINA

Medicaid Rebase

Net Appropriations
FY2016l7 FY 201718 FY201819
201617 Authorized Budget $3,600,949,46 $3,600,949,46 $3,600,949,46
Budget Need (Based on Forecast) $3,504,450,09 $3,688,557,38 $3,797,388,14
Increment of Change ($96,499,372 $87,607,92.  $196,438,67
Appropriations in Base Budget $83,846,58: $83,846,67
Appropriations in Changgudget $3,761,33:  $112,592,00

A Provides funds for changes to enrollment, utilization, costs, rates and
services associated with Medicaid program

A Assumes 5.6% and 5.0% enrollment growth for FY -281ahd FY 2018
19 respectively

A Federal Matching Funds increase from 66.88% in FY-PD1%67.61%
in FY 20148

24
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Investments in Early Learning

AExpands funding aneliminates the waitlistfor NC PreK to
serve an estimated additiondl668at-risk fouryearolds

Alnvests$15 million inSmart Startto support early childhood
educational outcomes and better prepare children $ahool

A Adds2,000subsidized child care slots for children from fow
Income working families

25



Commeon Ground Solutions
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Mental Health

Base budget increases stdtended community mental health services by
$152.8M, a portion of which is reinvested to targeted mental health needs

Priorities Supported from Reinvestment of Communit§ental Health Funds

FY201718 FY201819
Invest in Key Rental Assistance $2,000,000 $2,000,000

Extend Innovations Waiver Program

LowerAcuity Individuals with DevelopmentBisabilities $5,000,000  $10,000,000

Expand Innovations Waiver Program

Additional slots teserveindividuals with Developmental Disabilities $10,333,440  $20,666,880

Disability Rights of North Carolina Settlements:

Specialty Treatment and Assessments $6,247,128 $6,283,492

Local, IAPatient ThreeWay Crisis Beds $2,500,000 $2,500,000
US DOJ Settlement/Transition to Community Living $8,889,875 $17,036,022
Opioid Package: Mental Health Services $12,090,498 $10,869,498

Total Reinvestments $47,060,941  $69,355,892

N
(o))
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HEALTH AND HUMAN SERVICES

Other Major Recommendations

AFundsGraduate Medical Education payments paid to
teaching hospitals in support of medical residents

ASupports lowincome, elderly citizens by investing in the
Home and Community Care Block Grant to help an
estimatedl,500 citizens in all 100 counti@gsceive inhome
alde, transportation and meals

AMakes a robust supply of state of the art adaptive
equipment and assistive technologies available to disabled
citizens to enable them to liveyork, and be educated in
their communities

27
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HEALTH AND HUMAN SERVICES

Other Major RecommendationsContinued

AProvidespermanent funds to implement the child welfare
program improvement plan to improve outcomes for
children and families

ADevelops and implements the child welfare case
management system in NC FAST to better track and serve
children in the child welfare system

AProvides foster care payments to support growth in the
number of children placed in a licensed foster home

28
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JPS Budget Overview

FY 2017-18
Base Budget Change Recommended

FY 2018-19
Base Budget Change Recommended

Justice and Public Safety
Net Appropriatior) $2,623,873,739 $139,391,709 $2,763,265,448 $2,625,721,976 $145,394,190 $2,771,116,16€
FTEs 32,097.3 249.0 32,346.3 32,097.3 326.0 32,423.3

Keeping communities safe by responding to disastexisiing and deploying law
enforcement, and operating effective prisons.

29



Investing in Safer Communities

AAdds $13 million to reduce recidivism, continue Justice
Reln\{estment Implementation, and promote successful
re-entry

AProvides funding to support proposed Raise the Age
legislation

AProvides$2 million to local, evidenebased intervention
initiatives to reduce juvenile crime through the Juvenile
Crime Prevention Councils

AAssists local law enforcement in its fight against opioid
abuse through $2 million in grants.awarded through the
D2®SN\1?2NJQa / YS [/ 2YYAaaAzZy

30



